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We expect GDP to moderate to 2.0% yoy in 4Q18
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= Gross domestic product (4Q18 P). We expect 4Q18 GDP at 2.0% yoy,
below the 2.5% of the previous quarter. Using seasonally adjusted figures,
we anticipate 0.2% g/q growth, also lower than 3Q18 at 0.8%. This estimate
is consistent with our annual GDP forecast of 2.1%. By components, we
expect 2.3% yoy in primary activities (previous: 2.2%), -0.5% in industrial
production (previous: +1.1%), while services could reach 3.1% (previous:
3.2%). In general terms, our estimate incorporates a series of signals
suggesting a deceleration of economic activity in December, among them
lower auto production and same-store sales, along reports of lower
dynamism in global trade

Juan Carlos Alderete, CFA

Senior Economist, Mexico
juan.alderete.macal@banorte.com

Francisco Flores
Economist, Mexico
francisco.flores.serrano@banorte.com

= Trade balance (December). We expect a US$593.7 million deficit, more
modest when compared to the previous month. In our view, oil exports
could have been impacted by the extended fall in the price of the Mexican
oil mix, while non-oil exports could have stood at 5.8% yoy. As a result,
exports would grow 4.7%, which would be the second lowest print in 2018.
Going to imports, we also expect a deceleration from 10.4% in November to
6.4%. Non-oil consumption goods will likely contract and intermediate- and
capital- goods could show a more modest advance. If our forecast
materializes, the trade deficit in 2018 would stand at US$ 16,134.5 million,
47% higher than in 2017
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Mexico weekly calendar

DATE HOUR (ET) EVENT PERIOD UNIT BANORTE CONSENSUS  PREVIOUS
Mon 28-Jan 9:00am Trade balance December US$ mn -593.7 -2,381.8
Total exports % yoy 4.7 - 2.8
Oil exports % yoy -8.7 - 4.5
Non-oil exports % yoy 5.8 3.3
Total imports % yoy 6.4 104
Tue 29-Jan 10:00am International reserves Jan-26 US$ mn - 175.0
Tue 29-Jan 12:30pm Government weekly auction: 1-, 3-, 6-, 12-month CETES; 30y Mbono (Nov'47); 30y Udibonos (Nov'46); 5y Bondes D
Wed 30-Jan 9:00am GDP 4Q18 (P) % yoy 2.0 25
(sa) % qlq 0.2 0.8
Primary activities % yoy 2.3 2.2
Industrial production % yoy -0.5 11
Services % yoy 31 32
Wed 30-Jan 11:00pm Budget balance December MXN bn - -351.0
Thu 31-Jan 10:00am Comercial banking credit December % yoy 6.4 6.7
Consumption % yoy 1.6 1.7
Housing % yoy 4.6 47
Non-banking private firms % yoy 9.7 - 10.0
Fri 1-Feb 10:00am Family remmittances December US$ mn 3,005.9 - 2,910.7
Fri1-Feb 10:00am Banxico's survey of economic expectations January
Fri1-Feb 9:00am PMI's survey (IMEF) January
Manufacturing index 485 493
Non-manufacturing index 49.0 494

Source: Banorte; Bloomberg
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Proceeding in chronological order...

Trade balance could finish 2018 with a higher deficit than the previous
year. We expect a US$593.7 million deficit in December, more modest when
compared to the -US$ 2,381.8 million of the previous print. In our view, oil
exports could have been impacted by the 18.3% m/m decrease in the Mexican
oil mix, which came on top of the hefty 18% contraction of the previous month.
As a result, the average price ended with its first year-on-year decrease since
September 2016, at -7.9%. Considering this, we estimate oil exports to contract
8.7% yoy, below the -4.5% rate observed in November, when prices began to
fall. On the contrary, non-oil exports would have accelerated to 5.8% yoy from
3.3%, expecting a slight pickup in autos after its recent batch of weakness. All
in all, we expect exports to grow 4.7%, which would be the second lowest print
in 2018 impacted by lower oil prices and the broad deceleration in global trade.

Going to imports, we expect a deceleration from 10.4% yoy in November to
6.4%. Oil-related imports would moderate their advance from 21.7% to 11.9%,
while non-oil imports could also be more modest on signs of less dynamism in
domestic demand. In particular, we expect consumption and intermediate goods
to stand at -2.2% and +7.1%, respectively. Moreover, we forecast capital-goods
at +1.5% from +6.8% in the previous month, with a significant deceleration due
to the impact from higher uncertainty and low appetite for fixed investment
among businessmen according to confidence data.

If our forecast materializes, the trade deficit in 2018 would stand at US$
16,134.5 million, 47% higher than in 2017. This would be mainly because of a
widening oil deficit, from US$ 18,308.7 to 23,825.3 million. It is worth noting
that this has been due to surging oil-related imports, with an estimated balance
of US$ 54,612.9 million in 2018 (+30% yoy) and not because of lower oil
exports, which will likely end higher in their annual comparison. On the other
hand, this deficit would only be partially compensated by the increase of 4.8%
in the non-oil surplus, expected to end at around US$ 7,690.9 million.
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Weekly international reserves report. Last week, net international reserves
decreased US$ 62 million, closing at US$ 175 billion. According to Banxico’s
report, this figure comes mainly from a negative valuation effect in central bank
assets. In this context, the central bank’s international reserves have increased
US$ 237 million during 2019 (please refer to the following table).

Banxico's foreign reserve accumulation detail

USS$, million
2018 Jan 18, 2019 Jan 18, 2019 Year-to-date
Balance Flows
International reserves (B)-(C) 174,793 175,029 62 237
(B) Gross international reserve 176,384 178,190 818 1,806
Pemex - - 772 988
Federal government - - 99 861
Market operations - - 0 0
Other - - -54 -42
(C) Short-term government's liabilities 1,592 3,160 879 1,569

Source: Banco de México

Weekly government bond auction. The Ministry of Finance (MoF) —via Banco
de Mexico as its financial agent—, will offer 30-year fixed-rate Mbonos
(Nov’47), 30-year inflation-linked Udibonos (Nov’46), 5-year Bondes D, in
addition to the “more traditional” 1-, 3-, 6-, and 12-month zero-coupon Cetes
(please refer to the following table). As usual, results will be released at
12:30pm (ET).

Auction specifics (Tuesday, January 29t 2019)

Maturity Couponrate, %  To be auctioned! Previous yield?

Cetes

m 28-Feb-19 -- 5,000 7.91

3m 02-May-19 -- 8,000 8.18

6m 01-Auo-19 -- 10,000 8.40

12m 02-Jan-20 -- 13,000 8.62
Bondes D

12m 21-Dec-23 -- 5,500 0.16
M Bono

30y 07-Nov-47 8.00 3,700 9.12
Udibonos

30y 08-Nov-46 4.00 UDIS 450 4.25

Source: Banorte with data from Banco de México 1. Except for Udibonos, which are expressed in UDI million,
everything else is expressed in MXN million. 2. Yield-to-maturity reported for Cetes, Mbonos and Udibonos

Mexico’s preliminary GDP to moderate to 2.0% in 4Q18. On Wednesday,
INEGI will publish its preliminary 4Q18 GDP report. INEGI uses the reports
already published for the first two months of the quarter and estimates output for
the third with the available information released so far. We forecast an
economic expansion of 2.0% yoy, below the 2.5% observed in 3Q18. In
addition, using seasonally adjusted figures we anticipate a 0.2% g/q growth, also
below the 0.8% previously. Our estimate is consistent with our annual GDP
forecast of 2.1%, albeit at the lower bound of the range.
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During the first two months of the quarter, growth averaged 2.3% according to
the monthly GDP proxy. Nevertheless, we expect broader weakness in
December in the annual comparison, both in the secondary and tertiary sectors.
The latter is due in part to a negative calendar effect in the month, particularly
given that Christmas and New Year’s Eve were on Monday, giving an
additional incentive to employees to further lengthen their vacations. In contrast,
in 2017 both of these were on a Sunday. On top of this, we have also seen some
signs, both external and local, of a broader deceleration in activity.

By components, we expect 2.3% Yoy in primary activities (previous: 2.2%), -
0.5% in industrial production (previous: +1.1%), while services could reach
3.1% (previous: 3.2%). Within industrial production, we highlight a deceleration
in manufacturing output, with early data in December pointing to additional
weakness in auto production, falling 9.7%, which had not been seen since the
financial crisis —excluding months in which the Holy Week took place-.
Moreover, industrial production in the US has provided mixed signs. Although
hard data remain relatively strong, the forward-looking ISM manufacturing
declined significantly. The Mexican peso strengthened, which tends to
negatively impact exports. Mining activity will continue to drag down
production as the oil production platform continues to fall.

Regarding services, we have also seen weaker performance at the margin. In
particular, ANTAD’s same-store sales declined 1.4% yoy in real terms (lowest
since April) while vehicle-sales fell 10.6%. Considering the latter, we anticipate
a relatively strong deceleration in retail sales during the last month of the year,
although the quarter would still be supported by resiliency in the previous
months (average of 3.2%). Last but not least, weakness in manufacturing could
also have had an impact on transportation, more so considering that the first
delays in fuel distribution could have taken place at the end of the month in
some states.

MoF’s public finance report (December). In this report, attention will center on
the final public balance figures for 2018, particularly to evaluate if fiscal targets are
accomplished. It should be noted that the public deficit target (as measured by the
PSBRs) stands at 2.5% of GDP. As far as November, data shows a 1.5% deficit,
equivalent to MXN$351.0bn. In addition, attention will focus on the final revenue
and spending figures, especially when compared to the original MoF estimates
within the 2018 Budget and considering changing dynamics, such as in the price of
the crude oil mix, the exchange rate, as well as interest rates. Finally, we will also
look into public debt figures, which as of November stands at 44.5% of GDP,
marginally below the year-end forecast of 45.3% (as measured by the HBPSBRS).

Banking credit will show a 6.4% yoy increase in December. It is our take that
credit to the non-financial sector continued flowing in the twelfth month of the year.
In particular, we estimate a 6.4% yoy expansion in banking credit to the private,
non-financial sector (in real terms), as a result of a 1.6% increase in consumer
credit, coupled with a 4.6% and 9.7% expansion in mortgages and corporate credit,
in the same order.
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Remittances to remain strong in December. We expect remittances in the last
month of last year at US$ 3,005.9 million (+8.5% yoy). In annual terms and
based on this forecast, remittances would stand an inch above US$ 33.5 billion,
an implied yearly growth rate of 10.7%. For the sake of comparison and as of
November 2018, the YTD flow of remittances was already 3.1x higher than net
inflows from tourism, making it one of Mexico’s top sources of foreign
currency.

In the monthly dynamic, we observed a seasonally favorable effect from the
holiday season, which tends to increase inflows during the month. Excluding the
latter, we expect remittances to stay resilient despite some signs of deceleration
in US economic activity. It is worth noting that employment data for Mexican
migrants is not available due to the shutdown. The most recently release figures
show that employment levels in this group stayed strong despite some weakness
at the margin. Nevertheless, we believe the latter would be more than
compensated by two factors. First, the average amount sent by migrants has
picked up meaningfully at least since March 2018. In our view, this has been at
least partially driven by the renewed uncertainty faced due to the anti-
immigration rhetoric of the US administration, which remains in the spotlight
with the current debate for the construction of the Wall at the Northern Border.
Second, the USD/MXN exchange rate remained at relatively high levels in spite
of the appreciation observed during the month, with an average level of 20.11
per dollar, below the 20.26 in November but much higher than the YTD average
of 19.24 pesos per dollar.
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Banxico’s survey of economic expectations. As usual, market focus will center on
inflation forecasts. The median for 2019 stands at 3.89%, above our 3.5% forecast.
Moreover, the medium-term estimates remain above target, standing at 3.6%. In
addition, estimates for the reference rate will also be published. Our expectation is
for Banxico to remain on hold at 8.25% at least during the first half of 2019.

Moreover, forecasts for GDP will also be published. In the last survey, economists
expected growth in 2018 at 2.1%, in line with our forecast. For 2019, it was revised
down from 1.9% to 1.8%, in line with our estimate. Finally, regarding the exchange
rate, we could see a marginal revision, considering that the YE19 forecast stands at
USD/MXN 20.30 (Banorte: 21.30).
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PMI indices to weaken on fuel distribution challenges. We expect PMI
indices to feel the brunt of the delay in fuel distribution in several states during
the month, which is likely to impact heavily in the “deliveries” component. On
the contrary, some companies could have benefitted from tax cuts in the
Northern Border. Despite the uncertainty about the impact of these changes, it is
our take that sentiment was less optimistic due to the immediate constraints
imposed by the first factor, along its scope in terms of geographical range.

Specifically, we believe the manufacturing PMI could show the most impact, at
48.5pts, 0.7pts lower than December and its third consecutive month in
contraction territory. In our view, apart from the abovementioned factor, this
sector is facing global challenges mainly due to trade tensions, in particular
between the US and China, which is likely to impact Mexico due to the highly
integrated nature of supply chains. In this respect, the US ISM and PMI
manufacturing indices in December saw hefty declines. Moreover, weakness
among businessmen seems to be concentrated in this sector according to
confidence surveys, with all sub-indices declining in December.

Going to the non-manufacturing index, we estimate a 0.4pts decrease to 49.0pts.
We believe that the retail sector could be the most impacted, although less than
the manufacturing component. In this respect, business confidence in this sector
held up relatively stronger in December, increasing strongly in the investment
component. Nevertheless, two potential headwinds could be: (1) The recently
enacted minimum wage increase; and (2) higher unemployment, as shown by
the strong uptick in the unemployment rate to a two-year high in December
2018.

Disclaimer
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The information contained in this document is illustrative and informative so it should not be considered as an advice and/or

recommendation of any kind. BANORTE is not part of any party or political trend.
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